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PROJECT OVERVIEW

On February 25, 2003, Development Alternatives, Inc. (DAI) signed Contract No. AOT-
[-03-98-00199-00, Task Order No. 3 with USAID’ s Office of Trangtion Initiatives (OTI)
to begin implementation of OTI’s Sri Lanka program. The contract was executed under
the SWIFT 1QC. The above-referenced contract runs until February 25, 2003.

After 20 years of civil war, the Government of Sri Lanka (GOSL) and the Liberation
Tigers of Tamil Edam (LTTE) Sgned a ceasefire agreement in February of 2002.

Forma peace talks began saven months later, facilitated by the Government of Norway.
In the weeks that followed the commencement of the talks, the parties demonstrated a
willingness to compromise on controversid issues in an effort to make tangible progress
towards a negotiated settlement. An assessment misson to Sri Lanka by OTI in late 2002
concluded that the current peace initiative had the best chance of any to date in bringing a
sustainable peace to the country. OTI concurred, and the Sri Lanka program was opened
in February of 2003.

OTI'soverdl objectivein Sri Lankais to generate greater support for a negotiated
settlement of the conflict. The program plans to achieve this objective through the
funding of activities under three sub-objectives. Thefirgt sub-objective isto demonstrate
tangible benefits of peace. Illudrative activities under this sub- objective might include
rehabilitation of community infrastructure, with active loca stakeholder participation,

and livelihood assistance. The second sub-objective is to increase the amount and
exchange of information and diverse points of view among various levels of society and
between and among various communities on peace-related issues. Activities that might
be funded under this sub-objective include public service announcements, surveys and
peace didogues. Sub-objective number three isto reduce or prevent incidents of violence
in conflict-prone communities. The types of activities that could be funded within this
sub-objective could include community diaogues and peace advocacy campaigns.

OTI’'sidand-wide geographic focus called for the establishment of three offices under the
management of DAI. These are located in Colombo, Amparaand Trincomalee. These
locations were selected in order to target populations and issues that were the most
congruent with the program’ s sub- objectives.

The following report will detall the mgor chalenges faced during the past quarter. These
will be categorized as Programming, Implementation and Operations and will indicate
how DAI addressed these challenges and maintained the program’s commitment to rapid
response.
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PROGRAMMING

Country Situation during the Quarter

Events during the first quarter of 2004 plunged Sri Lanka sincreasingly fragile peace
process into grester uncertainty. Efforts to resolve the cohabitation crisis that arose
between the president and the prime minister during the fourth quarter of 2003 were dedlt
afurther blow on 20 January when the Sri Lankan Freedom Party (SLFP), the party of
Presdent Chandrika Kumaratunga, and the neo-Marxist nationaist VP sgned a
memorandum of understanding to form anew dliance known as the United Peoples
Freedom Alliance (UPFA). Thisdliance came even asthe SLFP and the United National
Party (UNP), the party of Prime Miniser Ranil Wickremesinghe, were holding talks to
resolve the congtitutiond crisis created by the president’ s decision in November to
reclam control over three key minigtries. Within three weeks of the establishment of the
dliance, the president had dissolved parliament and called for fresh parliamentary
electionsto be held on 2 April, to be followed by provincid council dections beginning
on 24 April. She further dismissed 39 ministers and deputy ministers, thereby bringing
the workings of government to a near-complete halt.

Campaigning officialy began on 24 February, the last day for each party contesting the
eections to submit their nominations. A record 6,000+ candidates registered to stand for
the elections, the third nationd poll in four years. There were early fearsthat the
campaign, as wdl| as the eections themsalves, would descend into violence and chaos, as
had been the experience in previous eections. However, as campaigning ended at the
close of the quarter, the number of violent incidents reported gppeared to be condderably
lessthan inthe 2001 eection campaign.

In the run-up to the dections, there were important structura changes made by the
Commissoner of Electionsin how polling was to be conducted. First, eection monitors
— both internationa and loca — were to be alowed ingde polling dations for the first
timein Si Lanka s history. Thiswould give the Commissioner independent withesses to
confirm the conduct of the voting at any given location — and thereby give him the
evidence he would need to annul the results if improprieties had taken place. In addition,
agreement was reeched on the modalities of enabling votersliving in LTTE-controlled
areas to exercise thar franchise. Voters from these regions were to be bussed out to
polling sations on the border between government-controlled and rebel territories and
later returned to their homes. Thismodification marked the first time in over 20 years
that people from these regions would be able to cast their bdlots.

Meanwhile, the palitica Stuation in the country was further complicated by the early
March split withinthe LTTE. The LTTE' s eastern military commander, Colond Karuna,
proclaimed that the cadres and regions under his control would secede fromthe LTTE'S
northern-dominated |leadership. Mediainterviews with the renegade commander revesled
possible reasons for the rift, induding a perceived double standard in treatment for
northern+ vs. eastern-based L TTE cadres, disoleasure with the LTTE intdligence wing's
aleged heavy-handedness with Tamil candidates in the upcoming eections and concerrns
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about what appeared to be preparations for areturn to war. Karunaaso caled upon the
Sri Lankan government to enter into a separate ceasefire agreement with his branch of the
LTTE, daming that he was no longer bound by the origina agreement between the
GoSL and the Prabakharan-led LTTE. The government swiftly declined.

The split gaverise to various rumorsin the days that followed. One held that LTTE
intelligence wing operatives had attempted to infiltrate the east in order to nate
Karuna. Another clamed that war had broken out in Batticdloa. Two pieces of
information that were confirmed as true were 1.) that the Sri Lanka Monitoring Mission
(SLMM) had withdrawn from areas of the east under Karuna s control, and 2.) that
hundreds of Jaffna Tamils resding in Batticaloa had been asked to vacate the digtrict,
fuding speculation of aforthcoming atack. Asthe quarter closed, hodtilities had not yet
begun but were considered imminent.

Program Stocktaking and Mini-Strategy Session

Asthe one-year anniversary of the program approached, the program’s senior
management decided to take stock of chalenges and achievementsto date. In January,
the OTI Country Representative and the DAI COP engaged the services of OTI Country
Representative for Afghanistan Christa Skerry —who was in Colombo attending a
USAID conference on conflict and development — to conduct a stocktaking and
management review of the program. In the two days dlocated for the exercise, Christa
worked with the OTI CR and the DAI COP to develop a questionnaire and carry out
interviews with al Colombo-based saff, one fied-based staff member and arange of
staff from the USAID/Colombo Misson. The results of the stocktaking yielded no
surprises, reconfirmed for senior management what was clearly working and identified
the functiors that might benefit from further srengthening.

One shortcoming of the stocktaking was the limited time frame. This meant thet only one
third of the program’ s staff members— and only one voice from our significant fied
presence — was heard. The OTI CR and the DAI COP concurred that asmilar exercise
should be carried out in both the Trincomalee and Amparafield officesin order to obtain
amore comprehensgive picture of our operation. In mid-March, the DAI COP traveled to
Trinco and conducted a smilar stocktaking exercise with staff there. Once again, the
results held no surprises and provided senior management with some solid suggestions

for how to further fortify our program. A similar exercise for the Ampara office will be
conducted early in the third quarter.

In addition to the approach of the program’s one-year anniversary, the rapidly changing
palitical climate in Sri Lanka aso gave rise to the need for a program dtrategy review.
Thismini-strategy sesson was held in Trincomaee on 17-19 February and was attended
by the senior management team and program development staff from Colombo, Ampara
and Trinco. Participants of the session discussed the possible ramifications on our
program of achange in government and the effect on the peace process. Broad regiond
and sectora strategies were presented and some minor revisions were discussed but, in
the main, the overdl drategy remains the same asthe origind crafted in June of last year.
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Overall Programming

At the close of the quarter, the program had made atotal of 126 grants for $3,029,483
snceinception. This represents a 45% increase in the number of grants over the previous
quarter and 34% increase in grant funds committed.

The overdl geographic digtribution of totd grants and committed funds has shifted

dightly from the pattern reported during the previous quarter. Nationd leve grants—
comprising mediaand eections-related activities— jumped to 19% of tota grants
compared to 14% at the end of the fourth quarter of 2003. Tota funds committed to
nationd level grants were down to 8% of the overd| total as opposed to 13% at the end of
last year. Thisreflected smdler nationd level grants aswell as more robust spending in
other regions of the country. However, the totd number of nationd level grants

increased due to the program’ s response to the announcement of fresh parliamentary
elections.

Grantsto partnersin the south rose to 26% of tota grants versus 20% of total grants
approved by the end of the last quarter. Funding for southern grants remained a solid
38% of tota funds committed to date. Jaffna grants fdl dightly to 8% of both total

grants and total funds committed as opposed to 11% at the end of the last quarter. Once
again, this was due to more robust programming in other parts of the country. In
Puttalam, grants remained at the year end levels of 6% of the total number approved and
7% of overdl grant funding. One reason for the smaller representation of Jaffnaand
Puttalam grants in the overdl percentages was that DAI program staff assigned to those
regions were having to cover the south as well while OT] recruited and hired a Program
Development Officer (PDO) for the south. That process was completed in January, after
which aperiod of training by the above-referenced DAl PDOs was undertaken.
Programming in both Jaffna and Puttalam is expected to increase now that the program
has a PDO fully dedicated to the south.

Grant making in the east (Ampara and Baittical0a) rose dramaticaly over the past quarter.
Approved grants comprised 40% of the program tota and 21% of total funds committed,
comparing favorably with alevel of 30% and 20%, respectively, at the close of the last
quarter. The northeast also marked an increase in the total number of grants approved to
22% from 16% at the end of 2003. Funding for northeast grants remained at the same
percentage, 11% of the program’stotd. Details of grant making by office are addressed

below.

Colombo Office Programming

The Colombo office closed the quarter with atotd of 67 grants for avalue of $2,133,268.
Grant making for the quarter was evenly distributed across January, February and March.

From a geographic perspective, grants approved during the past quarter were plit
between nationd leve initiatives, the south and Puttdlam. There was no grant making in
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Jaffna during the past quarter for two reasons. First and as mentioned above, the PDO
assigned to Jaffna continued to cover the south while OTI’s new PDO was recruited and
trained. Second, the decision was taken by the program to focus on completing the
implementation of exising grantsin Jaffna. Implementation of these grants had earlier
been delayed due to congtraints in tax-free trangport of grantee goods to Jaffna through
LTTE-controlled territory. These chalenges were overcome during the previous quarter
with the establishment of a system whereby goods and materiads were dlowed free
passage by the Tigers. Grant making in Jaffnawill resume early in the second quarter of
2004.

Although no new grants were made in Jaffna during the firgt quarter, the multiplier effect
of ongoing grants was nonethelessfelt. An earlier grant had been made to the Wholitic
(sc) Hedth Centre (WHC) of Jaffnato rehabilitate three pre-schools in the war-ravaged
Kopay divison. These pre-schools had earlier been catering to the educationd needs of
the surrounding villages in the Kopay area but were badly damaged during thewar. Asa
result of the destruction, classes were being conducted in an ad hoc manner due to lack of
basic facilities. The rehabilitation effort came to the atention of the government, which
pledged its support to rebuild two of the three pre-schools identified. Asaresult, DAI
asked WHC to identify another two pre-schools for rehabilitation of the damage caused
by the war inthis area. Thus, the people of Kopay will now receive the benefit of fivere-
activated pre-schools instead of the origina plan of three,

In the south, a new trend in grant making emerged during the first quarter. Whereas most
earlier grants were solid benefits of peace activities, the grants gpproved during the past
quarter were equaly split between peace dividend projects and peaceful co-existence
initigives linked to the peace process. The latter set of grants appeared to be aresponse
to the growing uncertainty regarding the politica dtuation in the country and the possible
negative effect this would have on support for a negotiated settlement.

One noteworthy southern grant that was awarded during the past quarter ishbringing
together civil society, religious leaders and NGO networks in the south on peace-related
issues. In addition, the grant is funding a highly popular radio program on an idand-wide
radio stationto highlight locd, regiona and nationa issues related to peace. These issues
emerge from local peopl€ s forums organized by the grantee’ s “ peace care guards’, who
aso compile queries from the public to policy makers on peace-related matters. Another
grant made during the first quarter that focuses on the larger issue of a negotiated
settlement is conducting aworkshop series on federalism in the south. Understanding of
federd modds by citizens from this area of the country is quite limited, leading to
suspicion about the concept of devolution and its place in a negotiated settlement.

At the nationd level, most of the past quarter’ s programming focused on non-violence,
paticularly in the run-up to the 2 April parliamentary eections. Fivenationd level
grants awarded during the past quarter covered activities that complemented another
USAID-funded program’s eection efforts, thus degpening the collaboration between
different parts of the Misson.
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Although only two grants were made in Puttalam, these activities plus our ongoing grants
had widespread impact. One grant that was completed during the past quarter involved
congtruction of anew polydinic for an IDP/host community on the Kapitiya Peninsula

of Puttdlam didrict. The ideafor the polydlinic was put forth by aMudim IDP and host
community womens society. The polydinic will serve 728 Mudim, 93 Sinhalese and 80
Tamil familiesfrom 5 locd villages and 802 Mudim IDP families from 11 relocated
villages. Theloca mosque committee donated 20 perches of land for the facility. The
Minisiry of Health provided sted tables and benches and will aso bear the maintenance
costs of aregular hedlth service. The mothers of the area collected a sum of Rs. 10,000
for the connection of the dectricity. The youth of the area helped in clearing the Site and
planting trees and shrubs around the edifice. A volunteer from the OTI-funded “Deniyaya
Housing Chdlenge’ project, a Sinhaese youth, was chosen to supervise the construction
in this Mudim-dominated area to enhance ethnic interaction on the project. Over 30
Sinhdese, Mudim and Tamil workers from the host and IDP communities worked
together for a period of 5 months to complete the congtruction of the polyclinic. TheUS
Deputy Chief of Mission for Srii Lanka officialy opened the fadility in March.

The two new grants that were gpproved for Puttalam during the first quarter focused on
messages of peace and non-violence. Thefirg grant was for a peaceful co-existence
program amed at Sudentsin184 multi-ethnic schoolsin the didrict. The program was
aso amed at zond educationd officers, school principals and skills devel opment
teachers in the Puttalam educationa zone. The feedback from the participants of the
program was so positive that the Director of Educational Development for the district
agreed to incorporate the program into the Department of Education’s officid curriculum.
A second grant was made to the same grantee to conduct a peace awareness campaign in
Puttalam didtrict, encouraging youth and civil society leaders to refrain from extremist
political provocation and violence in the run-up to parliamentary and provincia council
elections. The campaign actively involved the Senior Superintendent of Police (SSP) and
the Government Agent of Puttalam didtrict. Asaresult of hisinterest in the peace
awareness campaign, the SSP invited the grantee to screen segments of the USAID-
funded teledrama “ Take This Road” at 14 police Sationsin the district asaway of
gimulaing discussons with police officers regarding peaceful coexistence.

Ampara Office Programming

Thefirst quarter of 2004 saw 14 new grants approved with budgets totaing $175,307
from the Ampara office, bringing the total number of grantsto 37 and the total
commitment of funds for Amparato $560,955. After the December dowdown for
Christmas and New Y ear, seven new grants were cleared in January, five in February,
and two in March. Geographicdly, five of the new grants were in sypport of activitiesin
Batticdoa, two were in Moneragda and the remaining Sx were in Amparadigtrict.

Programming aong the coastd belt of Ampara digtrict and in Batticaoa was curtailed
sharply during the run-up to the eections as palitica violence became a constant threst.
Thiswas particularly the case in the predominantly Mudim areas. Another blow to the
programming team’s ability to identify grants came with the plitinthe LTTE. This

Development Alternatives, Inc.
AOT-1-03-98-00190-00

Page 8



USAID/OTI Sri Lanka Program
Quarterly Report

action effectively checked the ability to program anywhere north of Batticaloa town,
owing to concerns about staff security during travel.

During the period of active campaigning before the eections, there was concern that the
program’s grant activities might possibly used by politica partiesfor politica gan.
Certain handovers of equipment and materials were purposely delayed until after the
elections o as not to alow them to be used for political purposes.

New grantsin other parts of Ampara didrict included some livelihoods support in a
multi-ethnic community, as well as the provision of improved water and sanitation
fadlitiesto aMudim school and avillage of recently returned people. All of these
activities focused on bringing a tangible peace benefit to communities adversdly affected
by the conflict.

A different kind of grant was made this quarter to the Department of Fisheriesin
Kamunai. The grant was designed to track and evaluate the impact on locd fishing
communities of equipment provided to fishing societiesin Ampara digtrict through earlier
grants. A gender balanced team of department staff were asked to conduct a basdline
survey through aquestionnaire and then follow it up with monthly questionnaires. A
cross section of fishing society members, which indudes mae and femae executive
committee members, will take part. It is hoped that the information garnered from this
exercise will show that the qudity of life of selected locd fishermen and their families
has benefited from our program’s assstance. It will aso provide judtification for smilar
interventionsin the future.

During the past quarter, a number of very good initiatives came from Moneragala didtrict
groups. With heightened security concerns dlong the coastal area of Ampara didtrict, the
program team was able to focus some attention on this margindized didrict and target
gpecific communities where anti- peace agitation ishigh. A rurd agriculturd regionthat is
in need of tangible peace dividends, Moneragdawill continue to be a vauable
programming areafor the Ampara office.

One grant that was initiated in Siyambaanduwain Moneragdadidrict over the past
quarter will provide farming equipment to ten farming societies that will be used on a
rotating renta bagis by their members. Many farmers must now rent this equipment, used
for paddy cultivation, from middliemen. By having their own eguipment, thefarming
societies can now offer it to their local farmers at reduced rates and aso improve the
financid standing of their groups.

With dectionrelated violence and the separation of Karunaand his cadres from the main
LTTE body, Batticaoa continued to be a chdlenging place to work in the first quarter of
2004. Even before these disruptions, the issues surrounding “meateria benefit” to the
LTTE were dways present. Other internationa organizations working in the didtrict have
found it difficult to work with locad NGO partners because of the LTTE sdesireto
control al of their activities. Although no problems of this nature have been experienced
to date by our staff, the programmay encounter such problems when attempting to
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partner with certain local NGOs  In an effort to circumvent this dilemma, the program
has chosen to work more closdy with Community-Based Organizations (CBOs) with the
assistance of Divisond Secretaries since CBOs are less closdy scrutinized and
controlled by the LTTE. During the past quarter, program staff identified a number of
communities within Batticaoa didrict that have Mudim and Tamil populations and

CBOs; future programming will focus on these aress.

A notable Battica oa grant gpproved during the past quarter was made to the Rura
Development Society of Chenkadady. The grant is an excelent example of ddivering a
tangible peace dividend while aso improving inter-ethnic interaction. Working with loca
traders, the grantee will re-roof the Chenkaady market, which islocated on amgjor
junction and 4till bears the wounds of the conflict. The market houses amix of Tamil and
Mudim merchants who have permanent and semi-permanent stdls within the building.
Since the ceasefire, Sinhalese traders have dso begun to sdl their wares at the market.
Under the terms of the grant, the program will provide materids and pay for skilled labor
to repair the market roof while the local traders association will contribute the unskilled
workforce. This project isagreat example of loca government, the mixed business
community and the program coming together to fufill a community-identified need and
provide visible proof that peace and normality has returned to Chenkalady.

In another interesting grant approved during the past quarter, the Ampara office partnered
with loca rurd development societies to collaborate with the World Food Program’s
activitiesin Batticadloa. Discussons between loca communities, WFP, the office of the
Didrict Secretary, the office of the Divisiona Secretary for Vaachennai, a number of

rurd development societies, and our program resulted in the salection of improvements to
selected rura roads. WP, through their Food-for-Work program, will “pay” the
unskilled laborers while our program will provide the materids and skilled labor for the
congtruction of anumber of culverts. These improvements will address the problem of
impassable roads due to flooding during the rainy season. In addition, this project will
benefit Tamil and Mudim community members.

Trincomalee Office Programming

Thefirg quarter of 2004 saw the Trincomalee office give 8 grants for atotal of $97, 595,
most of them in March 2004. While grant making steadily increased towards the end of
the reporting period, there were delays due to the security Stuation and staff turnover
(addressed in Operations). Overall, thetotd number of grants given since the opening of
the office was 22 at the end of the quarter for atotal of $335,260.

Grants gpproved during the past quarter ranged from support of a multi-ethnic fishing
cooperative to support for peace-themed street drama performances targeting youth.
Many of the grant openings and project activities recelved widespread media coverage,
especidly on Tamilnet which iswidely reed by the Tamil diaspora. Onegrantin
particular, in a Sinhdese area of Trincomaee didrict, involved multi-ethnic cooperation
to build latrines for over fifty Snhaese families. In this area, of much historica
sgnificance to Buddhigts in the country, an influential Buddhist monk has come out
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agang the peace process and is uninterested in reconciliation. The god withthis grant
was twofold: to enfranchise this community into the peace process while promoting inter-
ethnic assstance in the form of labor and vendors. At the end of the reporting period, one
of the Mudim vendors of cement donated histime and labor to deliver bags of cement
directly to each house since the resdents could not carry dl of the materials themsdlves.
Furthermore, Tamil and Mudim laborers are voluntarily helping the Sinhdlese villagers

dig their latrine pits. While the project is not yet completed, indications of improved
relaions between ethnicities are good.

Another interesting grant gpproved during the past quarter was afollow-on to an earlier
activity that created “Peace Murds’ in the multi-ethnic divisons of Gomarankadawela
and Morawewa. The murds were painted on the sides of public buildingsin these two
divisons— mogt of them schools — and depict the effects of war and peace. The new
grant builds upon Peace Murd project by holding drama performances on peace and
pesceful co-existence at 17 of the schools were the muras are displayed. The
performances target youth, their parents, principals, teachers and nearby villagers. The
drama troupe itsdlf isfrom anearby high school with a predominantly Sinhdese student
body where the Tamil language is arequired subject. The performers are Snhaese,
Tamil and Mudim students from the school, who perform in both languages. Audience
members from nearby communities attending the performances have aready approached
the grantee to hold Smilar dramasin their aress.
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IMPLEMENTATION

Implementation during the first quarter of the year continued to accelerate as many
projects moved towards completion. Tota grant funds disbursed by the program
increased by 19% over the previous quarter while total grant funds disbursed since
inception stood at 47.63% of the total contract amount. During the past quarter, the
program closed atota of 19 grants, as compared with only 2 closed grantsin the previous
quarter, and completed activities on another 18 grantsin preparation for closure. The
difference between theinitia budgeted amount of total grants closed and actual monies
expended was very smdl — only 7% — indicating that implementation saff were quite
accurate in their initial budget assessments. In addition, the amount of money disbursed
as grant activities were completed stood at 9%. Taken together with the 7% budget-to-
actud variance mentioned above, this means that an average of only 2% of payments
remained outstanding for grant activities which came to an end this past quarter. This
compares favorably to 17% for the same statidtic a the end of the previous quarter.

The past three months were also atime for achievements and chalengesin
implementation of grant funded activities. A couple of these are highlighted below.

Validation Works! DAI Program Guidelines on Reconstruction and Rehabilitation
Put to the Test

During the previous quarter, DAI developed a st of guiddinesfor implementation of
recongtruction and rehabilitation projects. During this past quarter, the program’s
Colombo- based implementation team had a solid opportunity to field test the efficacy of
those guiddines. In dl instances, the team contracted the services of professond
certified civil engineers to vaidate condruction plans and bills of quantity (BOQs) of
proposed projects. The engineers visited the Stes, met with grantees and beneficiaries
and consulted with the rlevant locd authorities. Often, the plans origindly presented
were said to have been certified by government technica officers. However, in a least
one case, the vaidation engineer’s report identified unnecessary provisond sums
incorporated into the BOQ and reveded that basic components such as plumbing,
eectrica and sanitation facilities had been omitted entirdly. The report indeed proved
that validation works - and minimizes the occurrence of subsequent revisons and
amendments to reconstruction and rehabilitation grants.

The validation reports, subsequent drawings and BOQs became the basis for follow-on
grants to undertake the reconstruction/rehabilitation work. Building upon itswdl-
established corps of reconstruction coordinators throughout the country (see fourth
quarter 2003 report), DAI assigned one of these trusted individuas to each grant in order
to keep implementation proceeding seamlesdy and in atimely fashion, and often to dso
introduce a further multi-ethnic dimension to the activity. The coordinators worked with
the grantees, the beneficiaries, the skilled labor and the vendors to ensure that the proper
materids in the correct quantities were delivered as scheduled and to make certain that
transfer of trade skills was taking place between the skilled and unskilled |abor. In
addition, DAI procured the services of Construction Management and Inspection Service
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(CMIYS) providers, who would vidt the Site at agreed intervals to ensure the quaity and
integrity of the recongruction. Because of their independence from the reconstruction
process, these CMIS experts aso ensured that no corners were cut and no colluson
between the parties took place.

Ampara I mplementation Team Confronts Challenges of Security, I nclement
Weather

Although Ampara office implementation increased dramaticdly this past quarter, there
were many condraints to carrying out activities. The weather continued to cause delays
on alarge number of community infrastructure recongtruction/rehabilitation grants. In
most cases, inclement conditions abated by late January. However, low lying water in
some areas was ill an impediment into March. Amparaimplementation staff worked
with grantees to prioritize those parts of the grant activity that could proceed despite the
westher while putting off other activities that were wegther-dependent. In thisway,
activity momentum was never [og.

On anumber of occasions, implementation was curtailed because of security issues
crested by various strikes and demonstrations on the coast of Amparadigtrict andin
Batticaloa. All travel by staff was undertaken only after receiving a Situationa update of
the target community. Staff contacted grantees, beneficiaries or vendors directly; where
travel wasinadvisable, coordination and procurement was conducted over the telephone.
Once the Stuation permitted, the program was able to make up lost time by sending a
"team” of aff to accomplish as many of the delayed tasks as possible and to initiate
other tasks ahead of time to make up for possible future security delays.

Grantees in the east were sometimes not imbued with the same sense of timdiness as
program development and implementation staff. This problem was overcome by meseting
with grantees to set out revised activity schedules with achievable targets that would help
to guide the partner as well as ensure, for our part, more timey delivery of the necessary
materids. Implementation staff in Ampara, like their counterparts in Colombo, took a
more proactive gpproach to upcoming activity schedules rather than await submission of
the grantee’ s statement of needs.

Until midway through the first quarter, Amparawas till operating with only one
Procurement Specidist. This shortfdl in staff might otherwise have led to ddaysin
implementation. However, certain priority activities - such as payment of skilled labor
on promised dates — were undertaken by non-implementation gaff. Thus, the Ampara
office was able to fulfill its obligations to grantees, beneficiaries and vendors in atimdy
manner. In addition, staff members who are usualy "office bound” enjoyed opportunities
to see firgt hand the excdlent work of their colleagues and to the pride that has come
from our activities.
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Heightened Security Concernsin the East, Price Hikes Affect Trinco
I mplementation

The dissolution of parliament in February, the split in the LTTE and the build up of
cadres on the border between Trincomalee and Batticaloa during the past quarter dl
contributed to heightened security concerns in Trincomaee didtrict. The security

Stuation prevented freedom of travel to most of Trincomaee didtrict and dowed
implementation of some grants, mostly due to vendor or grantee security concerns or, in
one case, the concern of the Army to release explosives to complete a potable water well
excavation project funded by the program.

Because of the palitica ingability that characterized the past quarter, the central
government did not transfer funds for regular operations at the Technical College of
Trincomaee, which directly affected the sustainability of the program’ s grant with them.
Additiondly, due to the dissolution of parliament, the Members of Parliament (MPs) in
the area were unable to continue working and, in some cases, were unable to disburse
development funds that comprised grantee contributions to certain program-funded
initigtives

Price increases for various commodities aso played arole in ddaying implementation
over the past quarter. The avalahility of congruction materias was problematic, as were
the prices for basic construction goods such as cement, stedl and sand. The pricesfor
these and other goods increased substantialy in the months of February and March. In
the case of stedl, pricesincreased by 100%.

The Trinco implementation team did what it could to circumvent these chalenges.
Recognizing that safety of saff is paramount, the Trinco office purposely postponed
travel to specific areas. For thelr part, grantees dso delayed certain activities pending a
lifting of tensons. For those grantee activities that proceeded, implementation staff did
as much as was practica by telephone. Price increases were unavoidable redlities. The
Trinco staff responded by reca culating budgets, redizing savings from other line items
where possible; where this wasn't possible, revised budgets were submitted to OTI for
clearance.
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OPERATIONS

The highlights of the first quarter of 2004 are detailed below.
Adminigrative and Staffing | ssues

The VAT issue was resolved at the beginning of this quarter due to the continued efforts
of theMisson. DAI received agenerd |etter from the Commissioner Generd of Inland
Revenue gating that DAI was entitled to receive asuspenson on dl VAT supplies. DAI
has since digtributed a copy of this|etter to al of its vendors and suppliers including the
lessor. All have accepted the letter to date.

During the past quarter, generators for the field offices were procured, ingtalled and
tested. These have proven essentid to the continuity of operations, especidly given the
frequent power outages that these regions have experienced recently. In addition, the
water line for the Trincoma ee office was successfully ingdled during the quarter. The
office now enjoys two water sources - well water and city water. Sign boards indicating
the location of the Trincomalee office were dso completed and indtdled at key junctions
in Trinco town.

Personnel recruitment continued in al three offices during this quarter. The Ampara
office findized its affing complement with the hiring of Habeeb Mohammed Salesth for
the second Procurement Speciadist position. The Trinco office dso filled their
outstanding Driver position with the approvd of Sivapakiyam Satheeswaran at the Sart
of the quarter. During this period though, the project had three resgnations. The
Colombo office lost a Procurement Specidist (Sudarshan Nagaingam) while the Trinco
office lost one Program Devel opment Officer (Murdidaran Thiyagargjah) and a Grants
Specidis (Sthrave Sujeevan). Both offices quickly began searchesto fill the vacancies
and replacements are expected by the second quarter. In addition, performance reviews
for dl staff in the Trinco office were completed during the past quarter. Performance
reviews for the Colombo office staff will take place early in the next quarter. Ampara
gaff performance reviews will be conducted later in the year.

Vigtors— In January, Tjip Waker of OTI Washington visited the Trincomdee office to
asss with the design of amore focused strategy for the district. Tjip worked with all

gaff in the office and visted Muttur to meet with prominent members of the Mudim and
Tamil community regarding programming possibilities.  In March, David Taylor,

Director of OTI, visited both the Colombo and Trinco offices. In both cases, David was
accompanied by | Country Representative Justin Sherman. In Colombo, David had an
opportunity to meet with staff and contribute hisvison of OTI’sfuture. In Trinco, David
met with the Government Agent, UN and Directorate Inspector Genera of Police. David
aso vidted four grantee stesin Kinniya, Kantale and Trinco town. The vist waswell
covered by the media.
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Financial and Contractual | ssues

On 1 January, DAI signed and returned Contract Modification #3. DAI had requested,
and was granted, aredignment of the budget. Asnoted last quarter, the reaignment
focused solely on the operations budget and included changesin staffing patterns (both
local and expatriate), eimination of the subcontractor, and increases in miscellaneous and
procurement related costs. USAID dso alocated an additiona obligation of $1,765,000
to continue the program.

Thetota budget under this Task Order contract is $6,452,459. At the end of the 2004
first quarter, the total obligated budget was $5,213,374. As seenin Appendix A, atota
of 61.60% of the obligated budget was spent through March 31, 2004. This represents
$1,510,907 in operationd expenditures and $1,700,380 in grant funds. It isworth noting
that vouchered and encumbered expenses equa 88.25% of the obligated budget as
demondrated in the fourth table in Appendix A.
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